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raised an equal amount of money by borrowing instead of by
taxation. That the former limiting situation mil not manifest
itself can be shown as follows. It is certain that not all the
money collected for the government's public investment will
come out of what would have been private investment. This
being so, aggregate investment must be increased* But, as
was shown in § 3, when investment is increased (by influences
on the demand side) aggregate money outlay will also be
increased. This rules out the former limiting situation. The
other limiting situation is equally certain in practice not to
manifest itself. For, while the government has full freedom
to borrow new money from the banks, and private persons
desiring to lend to the government can also do this to some
extent by offering as collateral the government securities pur-
chased with the loans, they will often be unwilling and more
often still unable to borrow from banks to meet tax demands.
The inference is that under the tax method aggregate money
income will be increased to some extent, but, to a substantially
less extent than it would be for equivalent government ex-
penditures under the loan method.
§ 14. Very similar consequences will follow — this is my
fourth head — should public authorities raise money by taxa-
tion and transfer it to relatively poor people.
If the people to whom transfers are made are not relatively
poor, but of substantially equal wealth with those from whom
they are made, no significant reaction on aggregate money
outlay can be looked for in a general way.1 No doubt, if the
people to whom transfers are made are accustomed to hold
larger real balances in the form of money relatively to their
real incomes than the people from whom they are made,
the transfers will have the effect of reducing active and in-
creasing passive deposits, or, in other words, of reducing the
income velocity of money; so that aggregate money outlay
is contracted. If, on the other hand, the people from whom
the transfers are made are more attached to real balances in
the form of money, aggregate money outlay will be expanded.
But, if the two sets of people are initially of similar wealth,
1 It will be understood that money outlay here is equivalent to money
income as defined in Chapter I, § 3. The transfer payments themselves, e.g.
pensions or unemployment pay, are not money income. If they were counted
the enlargement would appear much bigger; but to count them would be
inconsistent with the usage here followed.
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